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SECTION I. QMARY OF FAR EAST TREWDS AND DEVELOPUENTS

The extent of increased Soviet influence on Japan's trade is 1xidicated
by USSR desire 4o procure locomotives and rolling stock from Japan (page 3).

Recent events in China and Japan indicate renswed interest in a peace
settlement (page 3). :

The recent Siamese mission to Indochina is further evidence of Marshal ¢
Fhibul's desire to establish friendly relations with the French (pege 4} '

The policy for the deconcaﬁtration of Japarese industry is being con-
siderably revised (page 5). ;

Soviet tardinese in repatriabing Japanese moy indicste the discontinu-
ing of repatriation from Siberia and is arousing anxiety in Japan (pags 5).

Japanese government action to reatrict the right to strike in the elec-
tric power industry may develop out of tho current labor dispute {page 6).

Important groups in the fledgling Naticnal Assembly are pressing for a
revieion of the governmental structure which will reduce the power of the
President and install a responsible cabinet in Korsa (page 7). :

, The government of Chiang Kai-shek was deslt another crushing blow this
' week in the major curtain raiser of the Communiet autum offensive -~ ths
fall of the city of Teinan (page 8). The mili , political and economic 25X1
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SUMMARY (continued)

repercussions following the loss of the Shantimg capital will probably be
niost severe (pages 8, 9, and 10).

A UK bid for Siamese trade has been complicated by Siamese insistence
on partial dollar payments (page 11).

Ths French ars giving some consideration to either withdrawal from
Indochina or & concentration of French administration in Cochinehina and
Cambodia (pape 11).

A UN Security Councll appeal by the Republic of Indonesia is an immi-
nent possibility (page 11).

FPhilippine dissidents appear to have been weakened by dissension in
ranks and loss of logistical support (page 12),

Jaclarations of support for the USSR by New Zealand and Avstrelian
Communiste appear to bs an effort to appraise their own present capablli-
ties (pags 12).

Approved For Release 2008/05/16 : CIA-RDP79-01082A000100010001-8

TR

T

TERTITTERR

i B e



Approved For Release 2008/05/16 : CIA-RDP79-01082A000100010001-8

- SECRET

@Fem
SECTION IXI. DEVELOPMENIS IN SPECIFIED AREAS
GENERAL

Soviet continues trade penetration of Japan

Continued Soviet interest in trade with Japan is reflected in its
offer to purchase three locomotives made in Japan in return for critical
raw materials such as coking coal, manganese ore, and pulp. These loco-
motives had been made during the war for the Fushin coal mines in Manchuria

‘but delivery was not made prior to the termination of the war. The Chinese

Government no longer is interasted in these locomotives because the Fushin
mines are now under (Chinese) Communist control. The locomotives are not
of suitable gauge for use either in Japan or Korea, and the USSR appears to
be the only market.

and hoavy machinery which are critical items to the Soviet economy.

ngn

This negotiation 1s a continuation of USSR interest in rolling gizozi : N~y

The nature of this trade is espec

important to Japan because (a) the USSR offers such eritical items as cok-
ing coal, iron ore, mangsnese ore, and pulp and {b) Japan hopes to offset
post~war competition to its textiles by greater production for export of
rolling stock and heavy machinery. Furthermore, as conditions in Southeast
Asia continue to deteriorate, and as Communism and Soviet influence spread

~ over Japan's pre-war major trade channels of Manchuria, North China, Korea

and Sahkalin, it becomes increasingly evident that Japan will be forced to

expand its trade with the USSR as a means of returning to economlc normality.

Recent developments regarding 2 peace treaty for Japan wpn

Statements regarding the Japanese Pesce Conference have, in recent
weeks, been numerous and veried. The trend of Chinese statements away from
direct attacks on Amerlican policy in Japan and toward insistence on an im~

' madiate conference for peace with Japan has continued with recurring state-

ments and news stories. Rsports that China may conditionally give up her
veto power or participate without the USSR at the Japanese Peace Conference
ars countered by reportis that China will on no account waive such right.

- More recent reports continue to stress that China is prepared to make con-

cessions to bring the Big Four together on an agreement to convene a Japa-
nese peace confersnce and that Foreign Minister Wang Shih-chieh will make
such a move at the UNGA meeting in Paris. Reported concessions which China
would be willing to make are on (a) the veto issue, (b) abolition of the
emperor gystem and (¢) the Japanese industrial level.

Meanwhile, Soviet press attacks continue exploiting the dissatisfaction
of the Far East and South Pacific comtries with US policy in Japan.
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GENERAL (continued)

A corollary is to be found in the “findamental policies of the (Japan) Com-
munlst Party regarding peace" mede public in the Communist Party's official
newspaper, the Akshatsa, It is bolieved that hereafier the Japanesa commu-
nists will undertaks a systematic campaign of agitation in favor of the
earliest possible peace settlemsnt. It appears likely that this sudden
shift in the strategy of the Japan Communist Party is being made with the
concurrence, if not under the direction, of the Soviet Union. As the USSR
shows no promise of surrendering the often repcated demands for the veto
power, 1% is believed likely that such demands as szre made by or through
the JCP are designed for maximua propagenda value in support of Sovieh ob~
Jectives including the withdrawal of occupation forces from Japan.

Promotion of friendly Franco-Siamese relations continues

Tt is increasingly apparent that the present Siamese Government con~ "B
siders a Vietnam~controlled indochina a greater threat to Siam than a
relatively impotent French adminisiration. Siamese and French officials
are expanding a working relationship which was initiated after Marshal
Phibul. returned to power in May 19L8. Evidently in return for early French
recognition, the Phibul regime has restricted Vietnamese activities in Siam,
has dropped the Indochina-~Siam border provinces issue and in general has
adopted a cooperative attitude toward France. The latest indication of
continuing friendly relaticns is the visit of.a Siamzse military and friend-
ship mission to Saigon early in September at the invitation of French High
Comnissioner Bollaert. The announced purposes of the miszion were: (a) to
promote friendly relations, (b) to cooperate with each other in suppressing
robbery and banditry in frontier areas, and (¢) to maintain peace and order
on the border for mutusl benefits.
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KOBEA

Junortant grouns in the fledgling Retional Agsembly sve vvessing for. s - L
revision of the govermmentel structure. Concern over the extensive powers
granted ths executive in the Constitution,; dissatisfaction with President
Ehee's appointment of incompetents and slleged pro-Jdapansse to the cablnet,
and the variously-motivated personal desires of iInfluential Assemblymen to
exercise closer control of government activitles may combine to precipi-
tate a drastic Cabinet sheke-up and an amsndirent to the Sonstitution introe
dueing a responsible Cebinet and Prims Minister., ILeading members of the
Hankock Democratic Party, vho favor these reforms, agree however, that it
vould be unwise to creaie a domestic political crisis wntil Korea's inter-
national status is clavrified,

e e e pem g

Ao g e amm b

The development of a responsible cabinet end increassd powver din the {
Assembly would lend stabllity to the Republic in the very likely event of _ '
Pragident Rhee’s assassination. There is no other sinple figure in South £
Korea with sufficient following end popular support $o wield successfully 1
s present broad powers of the executive., Rheels assassination would i
result in a chaotic strugezle for pover and a dissipation of the govern« i
ment's popular support, HReducing the Prasident's powers and installing !
a responsible csbinet wonld minimize this possibility. f
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Shentung capital oaptured by Reds. Tsinan, the crpital of Shantung, "AW
Pell to the Communist forces of CHEN Yi on 24 September. As e conseyuernce
of the fall of Tsinan, the Chinese National Government ig now antering
a new crisis period of unvrecedented severity. The Communist nrmies
have launched a coordinaled offensive in major areas of operation. large
ited troor movements plus Uommunist operations sgainat Government forces
ure evidenced from Hupeh to lanchuria. The National Government is losing
its ms jor economic gamble in its fipht to curb inflation. 'the desire
for peace via compromise with the Communists will probebly grow much
stronger in tationalist China. However, the formation of a Nationaliste
Comnunist coalition would probebly require the removel of CnlaiG Kai-shek,
iltiough CHIALG's prestige and influence are now at & low wbb, no othor
lender or group arpears prepared or willins, at the moment, to asswmre
power. The capture of Tsinan is eignificent in that it indicetes s«
chenge in Chinese Commmist Horth Chiva tsctics. Heretofore the Reds
have restricted their activities to "hit, ruin, and run® operations
against Government lines of communication and supply, and have svoided
direct assuults on well-fortified Hationalist cities, The Cormunist
foreces now appear ready to pay the price of dirsct assault sgainat
major Government c¢ities and also appesr prepared to hold, defend, and
edninister them. The next major Commmnist military effort probavly
will be directed sgalnet the major etionalist nilitary base of :isuchou.

liilitary consequences of the fall of Tsinan. The speedy capture of "B
the Shantung provincial capitel hus released the major concentration of the
Communist forces which reduced the city for uction apninst either
isinitao or, more likely, lisuchou. At Tsinptao, where the US liavy
meintains its Western P:cific unchormge, the possieility of seriously
emoarrassing the US at a comparatively minor vrice must be considered.
However, it evpesrs more likely thet the Comuunist's main [lorce nrovebly
will move south on the major tationalist military base at Heuchou.
Successful Communist isolstion end subsequent reduction of that base with
the concurrent annihilation of its defenders would shake the letionalist
regime to its very core. The forces of (i Yi, mbetted by a &trong
diversionary elfort in the Hunkow area by LIU Po-chenps or by his direct
participation in the cumpaign, appear tspable of cearrying out the
envelopment of dsuchou within ssveral monthns after leunching the effort,

In the Chinhsien ares ihe Communists have, for the first tine,
thrown elements of tieir bLest Msvwchurian {orces into %his worridor
operation, In the Shansi~Suiyuan~Chehsr Border Ares and in Central
Chine east of the Peiping-Hunkow Railroad, Cormunist forces ure poised
vut have not yet joined the offensive. Their commitmeont will increase
the weight of the body blows now falling upon the Nationalist Army., The
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Anfensive cupabilities of Government forces sre cnervated by: 1) depressed
morale which tends towsrd defection, und 2) Juck of the trained strategioc
reserye o reinforee threstened areas without defaultini® in another.

(Both of these Pactors pleyed sipgnificant roles in the full of Tsinan),

£f the Corvauniste can suebain the wresent tempoe of attucks over s period
of montns, & new series of Communiet victories, guickening and prowing

in importance, cen ue expected.

fne politicel consequences of the fall of Tsinan and ensuiny nga

developmants will probauly creatc e MOre serious crlsis for the lational

vovernment than any it hue yet faced, The morsle of the people as well

ug that of inncr goveragmernt circles will hit a new low us tney see the

hopelessness of the militsry sud econgmic situation. Chlalli Kajeshek

power énd prestigo will decline gs a result o his inability to offer

any sclubiom. As the position of CulAlG declines, libsral elements and

rerioanl leadsrs within the lational Governmeat will Lecome more notlve

in Pormulating plens for taking nstiers into their own hands. The

vause ot the Kuominterns dissiderts will alsec be eansnced. &Hhkile esch

new crigis furither weukens the laticnal Sovernment, the zccummlation of

events thet may be expected to bring about its collupse is u lory process.

The sgsasination of CllalG by some favatic would, of course, oring sudden E

disastrous consequences upon bine Hetional Government. H
The USSR may {ry to take advantege of the plight of the tstional :

doverament by pushing the idea of Soviet medimtion. 1t is unlikely,

nowever, that such an offer will be sccepted until the Generallssimo

has withdrewn and the present setionel Uovernment has in effect collapsed.

“ith the Chirese Communists in thelr present stron: position terms for

vence virtually would be terms for surrender of the lationslists. The

Chinese Communists may huve considered %the capture of Tsinen an essential

preliminery to the holding of a Peolitical Comsultative Counference, the

onjective of which is the eventual csteblishment of a rivul zoverumeunt

of China. That city muy even ve the site of this conference. Uertain :

Kuomintany diassidents are reported to have left long Xonp elready for :

sdvance consultations on this supject. The capture of ¥

Yginen is sn
importent step in the consolidation of Communist countrol over North
Chine and thoreby strengthens the Uommunist position in relation to ]
tne couference and anticipated comlition government. i

keonoriic consequences of the fall of Ts1nano Although Tsinen lost wy i
rost 0f its former economic importsuce to the sovernment .ue Lo its !
proxinmity to military operations during the past three years, the fail
of the city may heve far reaching elfects both on hationalist and
Corzunist war efforts. #Public conlidence in the Government's ability
to survive, ulready sorely tried, way reach a rew low andwill almost
certainly be felt severely in the econcmic sphere. the loss ol this
strategic militery base may seriously auffect the already sheky new

ET
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currency. accelerntin.: its depreciation and possibly touching off a
worse crisie than that experienced in July #nd Auzust. On tie other
hand, Tsinen with its textile riflls, arsenal, and railroad shops will
suosta. tlally increase the neeger Communist war potentiul. 'The capture
of this eity also will provide the Cormunists with » reilroed huo,
linking sections alresdy operstin,g in eastern and zouthern Shantunge

natioral Yovernmenti muy soon be forced to scuewt Soviet medimtion npw
offer. 1he fall of Tsinen, “ollowed Ly ‘urther Cormumist wilitary
successss and possibly Uy a sud.en collapse of the new currerey, nay
orove L0 ve tue coup~de-prace wnich will force Lhe tntionaul Goverawment
to accept Joviet medimation in the Livil war, An indicetion thet the
USSR may ve postponin talks with the Chinese Government in anticlpetion
ol turther haticnelist disssters whieh could rorce the lietionnlists
te wccept mediztion is s report that rU Taoeming, foreipgn Urfice official
sent to Koccow for explorstory disucssions, has .een continuously put
of f wund nol received vy the Russiuns,

in view of the possivility of wnother ard more critical economic nen
crisie, resulting in tne collapse o. Lhe -o0ld yuan, US imbassy Lunking,
believes that "the US should !rmodistely throw 61l available economic
resources into un effort to further support the pressent Government, to
wihich there is no sccegteble alternstive in sicht.” The fmbassy
recorrends: 1) usin,; totel mvailavle LCA China-sid funds for food in
anticipation that UL Congress ray vote additional smergency unds In
January, esud 2) the US -runt un immedi®e silver loan Lo maintain the
Army, useatle in the form of coins wurd specle as en alternative to
valueless paper money. Lhe imbassy stetes thlz would apply only for
cn emergency period of a few montns, and is not intfended to put China
back on the silver standard.

Inflatior grows. In spite of severe repressive measures an under-  "GF
caver, out aetive, US dollar black msrket mede its first sppearance in
Shanzhai. Shan-hei witnessed zn unpreceder.ted buying spree last week,
indicatling a renewed flight {rom currency to comuodities.

SE
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UK bid for Siamese trade complicated Siamese insistence on jal "B"

dollar t. The recent UK on to Siam to send a purchas

a8 to 1and to diseuss capital equipment requirements for rehabili-
tation projests,is evidently a strong UK bid to regain her former trade
position with Siam. UK trade with Siam has not recovered to pre-war vol-
umes bacause of the UK's inability to furnish goods as well as the rapidly
expanding US-Siam trade, With US dollar demand high in Siam, it is doubtful
that the UK will be able to affect markedly the current dirsction of Siamese
trade. For example, Siam is now insisting thit the UK pay for fifty percent
of her rice purchases in Slam with US dollars.

TNDOCHINA

French considering next move, Recent statemsnta to US representatives "B
in Salgon and Paris by L‘ﬂie head of the French Surete' in Indochina and by
Socialist Minister of National Defense, Paul Ramadier, indicate that some
consideration is being given to either complete withdrawal from Indochins
or concentration of French administration in Cochinchina and Cambodia, Such
a nmove would be a distinet possibility if the Bao Dal-Xuan solution to the-
Franco-Vietnzmese problem should be abandcned or should fail, In addition,
the Surete' head strongly expressed hiz suspieion that there may be a tie-up
between the Xuan Government and Ho Chi linh's ruling party, the Viet !linh,
which apparently accounts for a French decision not to plase the internal
administration of the French-controlled areas of Vietnam under Presidesit
Xuan's control for fear of Communist infiltration and eventual cantrol., A
similar fear of ultimate Communist supremacy in Vietnam was expressed by
Ramadier in Paris when he admitted that to negotiate with Ho, a step recammended
by his Socialist Party, would be equivalent to presenting the area to the
Communists. However, inasmuch as most French leaders now agree that a mili-
tary solution is impossible, it would sppear that the French will continue a
policy of hanging on in Indochina, hoping that a8 joint US-British solution
of the general problem of Communism in the Far East would include support to
the French in Indochina,

INDONESIA

UN Security Council appeal by Republic possible. An ‘impending decision WAM
by the Netherlands cabinet in regard to the acceptability of the US draft
agreement, as well as the outcome of the Communist insurrection in the
Republic, may determine the future of UN Cood Offices Committes (UNGOC) nego-
tiations in Indonesia. Dutch objections to the US plan are expected to ralse
fundamental issues which will be difficult for the Republic to resolve in
view of its internal crisis. Meanmwhile, the Republican Government has for~
mally accepted the US plan as a basias on which to resume UNGOC negotiations,

il
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INDCHESTA (continued)

The Reyublic has also informed the US Delegation of its intention to

- onumerats its gricvanses against the Netherlande in the UN Seeurity
Council unlesgs it has assurances before the snd of September that nego-

tiations will be resumed on scme rsasonable basis, The appeal to the

Security Council, although it would tend to aggravate existing differences

and give rise to prolonged debate in the UN,may be the strongest step

which the Republic is capable of taking at pregent.

PHTT.IPPINES

Huks be weakened by dissension and loss of logistieal support. ogn
Although no decisive results are expected from the present military offen-
sive agaihst the elusive Huks, the dissidents may be weakened considersbly
by their inability to secure food and supplies, Developments in the Govern-
ment's current military operation are closked by official silence. However,
large-scale evacuations of peasants from troubled arsas of ecentral Luzon tend
to reduce Huk logistical support. lloreover, recent reports indicate that
dissension has arisen in Huk ranks largely as a result of the Government
forces' Iinereasing pressurae. '

In any case, FC-Huk fighting has further disrupted living conditions
and has precipitated widespread bloodshed in central luzen. One provincial
governor has requested the Constabulary to assums all polise duties in his
province, Evacuations from combet zones have been ordered by Government
officials. Thousands of families are reported to have fled from the in-
terior to the relative safety of urban centers or to have astablished
temporary living quarters along patrolled highways, Evacuees are said to
be weary of the fighting, disiliusioned by Huk-Communist leader Taruc!s in-
ability to bring peace to central Iusomm, and ineclined, at least temporarily,
to favor the Governmentts military campaign, :

AUSTRALIA and NEW ZEALAND

Communists test public reaction to support for the NSSR. Within the "B
past two weeks prminent Commmnist Party officizls in both Australia and
New Zealand have openly declared their support of the USSR in a war involving
Australia and New Zealend. Although the Australian statement was later
repudiated by the President of the Australian Commnist Party, the coincidence
of the two statements is significant. The statements appear to be trial
ballocns sent up by Communist elements in both countries in an effort to
appraise their present strength and capabilities,

After some deliberation, the Australian Government has announced that
it will file sedition charges againat the Communist making the statement.,
The decisich to prosecute is the first legal action taken by the Australian
Government against the Communist Party and is in line with the Labor Party
policy to deal with Communists, mmw but individually under the
laws of the country. As yet, no s been announced by the New
Zealand Government.
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